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STEPS IN IRE PROCESS:

Step 1 Determine beginning and end ofyear booked component costs for each account. Aggregated
beginning and end ofyear component costs for each account reflect data reported on ARMIS
43-02, Table B-1, Columns ab and at: respectively. Pre-USOA data ties to the company's
Form M reports. The individual beginning and end of year component costs are derived
based on special studies perfonned by the company, utilizing accounting reporting codes (e.g.
EXTCs) and company financial systems.

Step 2 For each account, detennine component distributions (weights) based on the dollars in that
account (as derived in Step 1) devoted to each component.

Step 3 For each account, determine year-over-year growth rate of each component: The contract
labor price growth rate is based on Bureau of Labor Statistics Price Indexes (e.g.
Employment Cost, CPIW). Labor growth rates reflect the year-over-year change in actual
salary, wage and fringe benefit costs. Labor costs are derived from company subsidiary
ledgers which support the ARMIS 43-02 report. Growth rates for material costs in each
account are based on special studies. One growth rate is calculated for each labor component
(contract and company) and used in every account.

Step 4 Calculate the weighted average growth rate of each subaccount utilizing the component
weights (Step 3) and growth rates (Step 3). See mathematical example below that yields a
growth rate of 7.78% for account A.

Step 5 Calculate the weighted average growth rate ofeach account utilizing the subaccount growth
rates (developed in step 4). See the mathematical example above that yields a 4.96% growth
rate for account C below.

Step 6 Detennme current year plant index by multiplying the weighted average growth rate of each
account (or subaccount) by the prior year plant index.

Suppose, for example, that component costs (based on the most recently updated data) in
subaccount A, which is company labor intensive, are SI,ooo for materials, S8,500 for company labor,
and S500 for contract labor - for a total ofS10,000 in account A. Then, 10% of the booked costs
are for materials, 850/0 for company labor and 5% contract labor. Suppose further that in year Y
materials costs in that subaccount are growing at a rate of 4%, company labor costs at 8.5% and
contract labor costs at 3%. Then, the growth rate for that subaccount is (10% *4%) + (85% * 8.5%)
+ (5% * 3%) -- for a growth rate in year Y for account A of 7. 78%. Also in year Y subaccount B
is growing at a rate of3.55%, and A and B are the subaccounts ofaccount C. If the end ofyear book
costs (as reported in company subsidiary ledgers) for subaccounts A and Bare $11,000 and $22,000,
respectively, then A is 33 1/3% of account C and B is 66 2/3% of account C. The growth rate of
account C in year Y is (33 1/3% * 7.78%) + (66 2/3% * 3.55%), or 4.96%.

Calculating the index in year Y for account A uses the index for the prior year and grows it
by 7.78%. It: for example, account A's index was 130.0 for the prior year, then the account's index
for year Y is 130.0 times 1.0778 or 140.114, which would round to 140.1.
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.- EXISTING ------.--­
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Sant.....r.
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SInt.......il..
Shena"lI'l 0.0
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Van...,.
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CAP

Wil.el
MFS,KG

MI'S
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Day Area Telepurt
MFS
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Lin....el
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l'AI'

I i"....,It·\ II I.
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ruebk,
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Meri.len

WilminKlun

InwlCum
TCG,lnMCum,lt_ LiKhlwave, MFS
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MfS
AlUt!rkan Lighlwave
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DuuM..r
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InldC'Hll

MIS. [""I..rn 1t,1....,~i.

.~---------------
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fLORIDA
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OI,ylun .......·h
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STATE

LOUISANA

MAINE

MARYLAND

'-'-~--EXISTINC

Cln/AaEA

"wOr~lIns

....imuee
HlIAeMowft

CAP

Twu-WilY Cummunil:",liuns, Lll,:"'I~

MFS, Ball. Gas" Ek!c., Luci\l~

V.I~yNtot

PI.ANNEO
CITY/ARM

It''l,,n 1(""1:"
,-"I"ydl...

N..w Or"'"n~

Shre'·..ptlrl

Suullwrn Are"

CAl'

Anlt'ri,,,n t "11\.11 '>"" tAt ~Il

Anll'ri, ,lIll, "11 III ~",~, I At '.11
AII\('"I1.S\'l~ (At ~Il. Mt I M.'II,./AIS.IA I illt'rl

Anll'ri,,,n t ,,11\11I '>,,~, (Al ....1

Ill.

MASSACtiUSElTS Anduver
Bullton

Oruckif\IClun
Burling"'"
C iII1\bridg~

Ordhllffi
E~l'"

Frllffiinghllm
LlIwR'fI(Y
u_ingl,'"

Unculn
M"Id~n

M.rlburu
Mt.odfurd

N"lick
Nftllham
~wh,n

North R..ilding
Quincy
Rrading

S."" ..rvil'"
SprinKfiekl
Walth"",

WilminK"'"
W.lburn

- - .~- - - ---~~-

TCG
MFS, TCG. Lucal..

TCG
MFS, TCG
MFS.RG

TeG
TCG
lCG
lCG
MIlS
MFS
TCG
TeG
leG
TCG
KG
TCG
TeG

MFS, Tee
KG

MFS. TeG
Ofllub(Fiv«uml

MFS.lCe
TCG
TCG

1It"".IO (Mt-Iflll
E,,~~rn M.r.os.

l·"bl",'biun. Ml'I/M..lr"
Il"l.. MI-S

I'~K\'" ", ..
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I
I

STA"fE

t."CH~AN

MINNESOTA

MlS5lSStrM

MISSOURI

EXISTING
CITY/AIEA

AMArbor
Dl!tntit

C,lndbpids
UnIina

MinlWapoI.·se. rilul

IICbm

KilMi1SCity
5rrintcfwld

St. lAlUilo

CAP -----.--

Cil)' Signal
TCG. Cil)' Signal

City Signil'
Cit)' Signill

MFS. FibtrCulII. CunlilWnlil' Cab'"

Ac~~TrM\llft,il.~l(\SVl....

MFS. KiInIIti City F~rrk'i

Sflring'ietd FibrrNtoI
MFS. TCG. F~"". Mel Mdm. F.A5.r.

rUNNEl>
lTn/AIU

D,..lru,1
Sd.:illaw

MlI""'''~'"l

8il".i

''''· ...'''In

Sl.l"lIi"
Stal.. "f M".

CAl'

MI ...
H,.

Lily "'I:'loll

Am..ri.all l·.lfIlIll. ~\.'·IALSI)
AIlII'ri,an L.lfIlIn. S","·IA< '''''1

l'ib..rNt'I
In

----~-~--~--_. ------_._~.~._--_._-.. - --_ .. - ------

MONTANA

NEBRASKA

NEVADA

NEW HAMl'SlilllE

NEW IEIlSt::Y

NI:W MEllXO

KeilrlW)'
OmAN

Lilli VegAS

r"rlsmlluth

Lam,,,,"
NlIrllll~rn N l

t1.Jilb"

CiIb"'OIW
TCG.MFS

CilySignai

TeG

Easlern T.."'lAlgi<:
MFS. H 'C, MH Lighlrk'1. t.IILal..

[a'>t..nl Nt'w M... ic.IL'II-"1'

-------- ~--..- ----..

Na"hlla
r"rbm"ulh

SlIulht'rn Alt'a

SUlIlht'rn N.I

Albl'll.. r'I"'·
Sldl.. ", N.M

MIS
lLe
MIS

ilL

Ink" 1111'

I,uu'~ l.'~hh\·d\'t·

I'~K" r; ..f"
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t
I

STATE

NEW YORK

NORTH CAROLINA

-- EXISnNC-

Cln/AREA

AlINIny
luHalu

Lmahland
MaIIIamnKk

New Yllrk (Mdw)
Ruchftler
S,rKUIe

Wl!IICIwIIIer
WhiW .......

Yon...

Cary
ChullllW
Durham
Ralt!i&h

,.......,,--~-~---

CAP

MFS. Hyperiun
MFS. "yperiun. Lll'all!

TCC. CabWviliiun. L,l(all!. MFS
TeC

MFS. TCC. tlle"t!. Cablt!visiun
ACC C,'rp.
Hyperiun

TCG
MFS. TCG. NNI

MI'S

F_6uulh
IOG-ACCt!lIs Svcs.. LIC*. Chark>llt! AXS

Fibt!rNd
Flbe6uulh

."':ANNfI)
CITY/AIlM

N..w V,'rk (M..lrtll

A!>h..villt!
Chdrlull..

Curriluck C..unly
lJurham

Cr....nsb..ru
Ralt'i.:h

Rl'Sl'arch Tri. I'ark
SIal.. u' NC

Winlol'II1~Salt!m

CAl'

M( I/~''''I'"

Am..ri.·dn ("'II1.m. S\',·s. (At SII
AeSI. 1 in1t'~W""lt'r

e ... fihrrN.-1
l'ih.~rN"I. Am.l.i.:hlwa"... Fibl'60llllh. I inw W.lII

Am..rit:dn e"mm. S\·,·~. (/\( Sil. It (,
Tinw,Wdnwr, fil~rN.-1

Fibl'rN..I, Am. I.i.:hlwd\'l'. lih.-rS.'ulh
t..1lt'S l.i.:hIWd\'"

Am..ri"dn e"mm S\,,·.. (At SII

NORTH DAKOTA

---_._-----------

muo Cincinnali

Clt!vl!lantl
Culumbus

Daylun
l.ima

Mans'~1d

Marys"illt!
Mas-II1/Ubanun

Wan..n

f'ibt!rNl'I.lnll!lCum. Cily Si.:nal. Tim..~Warl1l'r.
WU-ATS. Ohiu links

Inlt!kllm Gruup
Cily Siln.ll.Timt! Warl1t!r

Inlt!kum Cruup
Tim..-Warnt!r

Atlrlphia
Tim..-Wanlt'r
C.",.ial Cablt!

Tel

--------------~--- ._-- ---- ---- -

Akrun
Bullt!r
nark

CIt'.·..lanti
Clt!v...dntl~Cuyallll.:d

Cindnndli

t·.,lumllus-fr.lIlkhn
Crawlur,l
1~lawdr..

Erit­
(;..au':d
Cr....11l'

~ J.!d!!!.ill!..lI1~

101l..k "Ill

Inl..k·"m"lI..k ..Ill
HC

MP,. t .Iy Si.:ndl. Inl.-k ·"m. I illl.'·W,,,n.'r. I It.
Inl..1t ..m, ()hi"link~. ( 'ily Si.:n.,I.

I inll' W.IfIll". WU-/\ IS
MIS. ( ily Sit:lldl.1 i"",I.·I. I in... ·W.'rn.·r. W U

... ,'hl.."i iun
I il,..'I.... I ill ·W.III..·'

f.. tlhk\' i~i. lit
l.,hlt·"i':'lli,.n
t ilySit:'MI

til)' '>'lin"I. 1,llI·'N.... lnl..ll. II11. W•.,,"'rn Uni""

I'~K"" ..,.,
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1
STATE

OKLAHOMA

EXISTING
CITY/AIU

BmllrnArl'llw
OklahtllRa City

Tullia

CAP

1'50 Metntlink
CUll CIbIe. Dllbllun fibl'r

1'50 Metntlink

PlANNED
CITY/AIt:A
--- ti~i",i-

""kt'
I."r"in
lUl'"''

Mothtonin~

~llinil

Mconlgulllt'ry
Munlruw
MlIrmw
Ollfurd
rurt"gt'

Rh:hland
Summil

TippCilY
Tu~d••

Tmy
Trumbt'll

Un"'ll
Waynt!
Wuud

(:AI'

C"hk', i"ol\
l ,Ihl.", i'lon

l.,h"·\i~i4In

lily <;iJ:""I. 11\1t'K 'um
( ily "'iJ:""'. l"h·K 11m

C"hlt','i"i'N'. I"h·k '11m

lily SiJ:lldl. hllt'K "Nil

Inlt'K'lIm

Co.IlIt','i"i""
tll\:"It'

Inlt'ICum. C"hlt'\';"iun
C"h~\'isi..n

Inlt'lCum, l'imt'-W"l'Iwr. C"blt'\'i..i,,"
Timt'·W....nt'r.lnl..K."m

Inlt'K.'"m
Timt'·W"rnt'r, Inlt'K-"m

Cily SiKn,,1. hllt'K"'1fTI
F-ibt'r....

(""b~"isi"n

l"ily SiKnill. 11I1t'IC,on,

'-~- -------------

OREGON 8t'av"rt.'ll
PlIrtl.md

Ell'l1ric Lightwave. racNd. fibl'rNl't
El.l't:uit: lightwav". rikNl't

------------ - --..-._. -_. - - -- --

8t'"vt'rlun MFS

----------- --" ~-- -'- -------_._-- ----

rENNSYLV ANIA AI~glwny Cuunly
Deav"r Cuunty

Culisl\'
Chanlbl'nburg

rillliburgh
l'hil.tlMphi"

TCG. MfS. ""nn Al"Cl'SS
TCG

Val~nt't

Vill~1Wt

MfS.TCl/r"nn Acct!!ls. L.I ...·"t..
MfS. E""rem T,,~tut:ic.Luc"l..

Eri.. 1'..1111 An .'"''

I'~K" 7 .....
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--_._-------------------------------

STATE

RUOOE ISLANI)

-_.---------_.

sounl CAROl.lNA

SOUTH DAKOTA

TENNESSEE

TEXAS

EXISnNG
CllY/AaU

St.. ", R.I.

C.yee
Chilrle5k1ll
Columbia
fk~

Myrtleldch
St.Cetqe

Sumter
W.rbowv__

Ml!mphis
Nillthvilla!

AddhMlIl
Auslin

C.rnlltun
VilUN.i

farmt!r.IlkMK'h
Uuuslllll

Irving
Milnu

Ril'hard!illll
Sotn Anllllliu

CAP

-- ---------------- - --_._---- --

Lucall!

Mrx
ralmetluNl!1

Mrx, rlllmetluNd
ralmetlo.....
r.lmetktNd
rlllnwlktNd
r.lnwlluNl!1
r.hnetloNl!1
r.lnwllltNd

City SiaMI
Cily Sign.I. IOG-An'l!!iS Svcs.

MfS
Timl!-Wanwr

MfS,TCC
MfS,TCe, Mel Metru, Fibt!rSuulh, rhunuscuJW Cum.

MfS
MFS,rtll,"'*·I~,TCC,Mel Mrlru. Fibt-rSuulh

TCC, MFS
MFS, TCe

MfS
FiberSuuth

PlANNl'Il
ClTY/AKI'A

1'rt.I\'idt"nl't~

Ch.uh-~Ion

C"..lumbi"
er~nvilh­

Sp.trtdnburl:

Chan"nu"I:"
Kn'lkvillt!
Mt-mllhi"
Na"h\·illt!

11t-"I"n
lI"u"hNI
Loui"villt!

CAl'

MI S, It l.,I"""', IIn~."'~

Anwri,,,,, t ',"um "'V,,, tAt~II, II to
A"wr;,'"'' I ·"mm ...,.,,,. tAt '..,11. I< 10

Aowr;'·"" C"mm. ~,.,,,. tAt 'SII, II I.
I<e

A"wr;,,,n t ·'"l1m. S\T". (AI 'SII
Anwri,,," ('NIIOI. S,',~ (At Sll

Tim..·Warn.-r. A,·...."~ I r.lIl"mi,,~ioll .."" ~

IIYI'..rion. ACSI. An .."" I r,II1"I""",,," .."".

MIS, HI:
I ;lIw·W"rn.. r

Mrs

------ -~-- ----- -._----

UJAU

VERMONt

s..11 La"l! Cily ~Iar TI!Ia'um, InldCum

---------~-~- .. _---

-.~---~--- -- --.._----

SoIlt 1.01.... C ily

St"I.. ,.; VI.

-------_._~- - - -- ----

11," tr;,'I.;I:"I\\'," ..

Iln....rillll

I'·K'· "", ..
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r
STATE

VIRGINIA

WASHINLION

EXISnNG
Cln/A.EA

IIIcluilJura
IIbfidd

ClwklltftVilW
Cow.",
Ed....

HlirriIonburx
Le.!ftIttlfl
NinA
bdfonl

RichIRond
~

StIUftlOl'l
SIqIIwta City

Truutville
VirlCiny ...h
WlIyAnbun.
Wytlwville

ISlIilIqUll
Kenrwwick

Srllttle

Spl"'lIAt'
Wt'nlltchft

CAP

ViJlleyNd
VlIlleyNd
V.llleyNd
VlIlleyNd
VlIlleyNd
V"IIeyNd
VlIlley'"

C'I.Fiber/ld
VlIlley'"

AllerNft of Virginill. HYfWrion. VirKinia Mt.-tr"tt'l
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Changes in our competitive landscape

Muttimed. networks will lead to
new ways of communiclltinl and
computinl and new forms of educa­
tion and entertainment.

T.:lo.:rlllllle ~IIlJ c':tok rclcvi,"'n firm, .Irc
r"nnillg ~lIliallc'e, II' ,pceu thcir ucli\cry of
n~ultll\\euia ,crvic'e, 10 the 11ll1l1c ..-\ nOlabk
<:\alnple I' lile propl"ed merger of Bell
\llanllc' C,'rp ~II,J Tclo.:-C\\l\lmuni~allon,

Inc'. FO~lI" ng on the progr;lIll1ll1 ng [() 00::
pn"lu,:u oy the,c nel ..... ork,. QVC :"lel\\ork
11K'. ~Inu Via<:[\m Inc were ':')1l1peting to
.1<:4u1re P~lra1l10Unl Communl~,llion, Inl:._
lhe .:ntCrlalllmcnt .:ompany..ll year-enJ.

Sc\eral rirn" arc ;lnnoun<:lIl\! major new
Il':(wor\..,. Pa<:lfi.: Bell".; plann~J $1'6 btl­
lilln net\\or\.. " ,I gooJ example ..-\T&T. a, a
,upplier [\1' networ\.. ,y-tcm, 'IllU ser\i~e,

.(Il11 .1 pn" Ill.:r of l11ultillleJia produl:l' .Ind
'<:1'\ 11:':'. \\ ill be a 'upplicr;l' ,,<:II ;I' a
c'lI'lllI11Cr .IIlJ ,:ul11petitor of th.:,e firms.

Thc nc\\ ,lIlianc'es and net\\nrb. in<:reas-
j ::? ~3J~..}~~ :;i:' .~ ..

Ill!! <:[\mpCIIl!OIl. and dlan!!c" IIllcc'hl1p!Ol!\
and rel!lIl,ltll'tl an: aillo.:adil;\! tomorc .:1"'IC~L:'
for L·U~t'lI11Crs. Thcsc IrenJ,' ,hllulJ .d,,' 11.\\cr
Ilur c'I"I' to re,l\:h ,Usllllllcr' ovcr 10,:all1c(­
\\ork,. Su,<:c:s- in rhl' ne\\ multllllcJia ':ll\ i­
ronlllcilt \\ill JcpcnJ ,'l1lnnp\;llIOn .1l1d
giVing I.·u,tolllcrs \;due 1'1'1' their rur<:h;"e,.

Competition is ..'" and inc,...·
inlfY between multinational firms
with partners from different nations.
To otler one-,wp ,hopplllg for lclel:om­
I11Ullll.·atil)n, ,er\ll:e, to ,:olllp,lnie, Ih,ll Jo
bu,lne" globally. we formeJ WorldP,lrtner,
\\ ith !\.,'!o;usai Denshin Den\\a Cil. LtJ. "t
Japan and Singapore Tdephone. Welnh:nd
to also finJ European panners or hui IJ net­
\\ork, there our'clve,. ,penJing a, I11lle'h ~I'

S~5() mil' illn. British Tele<:om Pic and \ICI
ClInmllnl\:ation, Cllrp. I"ICI) aho formed
,Ill allianl:e. a, diJ German\\ Deut'~'he

Bunde'po,t Tekkom and F~an~e Tele-:om.
Brir,,11 Tek~olll appl ieJ to (he FCC I,)

rnl\,J~'I()ngdi,t;lIKC 'en IL'C in thc U.S. W.::
'lpplicJ IP prm ide 'CrY I\:<: in rhe L' K. anu
ah" ;"l.eJ thc FCC III pre\<:nt 11llrl-L'.S . .:ar­
riel"' frlllll "perallng in thc L.S lillie" wc
<:an ':llnlpCte in theIr hOllle lllar\..<'t.'.

Wc C:\lc:ndeJ Ilur ri\alr~ II Itil .\ICII,'
ClI1aJa thrllu\!h an '1IIian~·':: wllh L:nit.::!
CIlIllI1\Uni~'III~.n,. !ne:. .\le! is allieJ wllh
thc Stentllr <:llll,<'rlIUIl1 therc. "k\IC'll will
open Illng Ji'lan<:e 'CrY 1\:':' (Ol.'lll1\pclllion
from L.S . .:arrier' in 1440,1., rart Ilflhe
:"lorth-\l1lcm:an Free Traue .\grel:ll1Cnl
I~AFT.-\ I. ~AFT.-\ ,hllUlu al'o ,IIJ lIur sale,
lit" nelwork ,yslem, 10 .\k\ I<:ll.

In 1l)4.~ we ,igncJ an impnrtant agree­
ment \Iilh the Pcople\ Repuhlil: III Chin,l.
\V here \\e will 'ompet.:: with ClllaJa',
:-;orthern Telecom Ltd .. France\-\katel
.-\brhom S..-\ .. Sweden" T.:I.:ron-\B L..\1.
Eril:"ol1 ano po",ihly other,. Th', past y.::ar
\\C abo lIon our fir,! ,ontr'lc·t III ,upply
,witching c4uipment to Japan. a market Ihat
"uolllinateJ hy Fujit,u LtJ. i1nJ \'EC Corp.

Cl)st..:ontrols . ..:oupled \\ ith our re\'enue gro\\th.
caw.,cd our gross margin percentage to improve the past
two years. Operating expen,es grew 7. SC( in 199~.

mainly because of marketing and ,ales efforts for tele­
..:ommunication' ,ervices and prO' i,ions for bll,ine"
restructuring. Such marketing and ,ales expen,es ,liSll
rose in 1992. but total operating expenses Jedined
bel.'ause of restructuring and other charge, in 1991 .

To increase our presence outside the C.5 .. we are hir­
ing employees. building plants and forming joint \en­
tures. Howe\·er. during the past two years the economies
of Europe and Japan were very weak and we needed to
restrUl.'rure some of our overseas operations. For these
reason, we reported :.In operating loss in our operations
ollhide the l".S. both years. \Tevertheless. we ..:ontinue
to bel ie\e that these operations and markets pro\ide
eXc'e!\ent ,)pportunities for future growth in rewnue,
and earning,.

-\11 our busine", units fal.'e stiff ..:ompetition. Pri..:e,
;lnJ te..:hnology are unJer '.:olltinual pressure. Such mar­
ket ,onJitlons_ along with a ~Iow-growing economy.
make the ,)ngoing need for a..:tive cost controls even
more urgent. \tanagers must ..:ontinuously assess their
re,llurce needs and ..:onsider further,teps to reduce
l.'O,ts. Sometimes these steps will include consolidating
faulities. Jispo,ing of assets. reducing work force or
withdra" ing from markets.

Like other manufacturers. we use. dispose of and
l.'1e;1Jl up substances that are regulated under environ­
mental protection laws. We also haw b~~n nam~d a
potentially re,ponsible party I PRPl at a number of
Superfund ,ites. At most of these ,ite,. our ,hare i, very
limited and there Jre other PRPs who ":JII be expected to
corltribute to the deanup cOsts. We review potential
-:le~lJlllp cosh and co..,ts \If complian..:e with emironmen­
laJ :,1\\, ;Ind regulation, regularly. L,ing engineering
:,[II11ate, Ilf [otJI ,le;lIlup l.'O'ts. we estimate 'WI' poten­
Iial llabilit~ for ,tll':Llrrenll~ ,1IlJ pre\ 1"lI,ly 'l\\neJ
Or<I'c:'[Ie, \\ here 'l'lllC -:1e;lf1Up may he reljlllreJ. rnc!uJ-

ing each Superfund site where we are named a PRP. We
pro\id~ re,er\'es for these pot~ntial costs and regularly
review the ;lde4uat:y of \lur re,erve'. In addition. we
foret:ast our e.'\penses and ":;tpital e.'\penJiture, for ex is[­
ing JnJ planned t:omplianl:e programs a, part of our
regular ":l)rporate plann ing prOl.:e",. De,plle these pro­
I:edures. it I' very diffictllt to estimate the future impact
of ;Iction, regarding em'ironmental mutters. II1cluJing
potentialktbilities to u,. Howe\er. we believe [hat
deanup ..:o,ts alld Clht, related to environment,1i pro­
ceedings anJ ongoing compliance with present 1,lws will
not ha\'e a material effect on OUT future expenditure,.
earnings or ..:ompetiti\e position beyond that pnniJed
for at year-end.

Many of our employe~, are represented by unions. In
199~ AT&T management ;lnd union bargainers negoti­
ated inno\ati,'e lahor agreemenh with prmisions for
employees" l.'areer security and well-being a, well as
higher wages and increased employee ownership l)f the
busine",. Lnder the \\i,lge portion I)f the agreemenh.
employees at the top of each wage '~'hedule received
incre;besof.J.rr 1I11992and3.9'1 in 1993 ...II1dwlll
re..:ei\e an Il1crease of 3.90 in 1994. Pensions are
increa,ed by 130 for those who retire after \Iay ~ I.
1992. The ~lgreements ;ll..,o retained management flexi­
bility to real."[ to bu,ine", conditions while enhancing
educJtion. [raining and job-..:hanging opportunities
for employees.

Telecommunications Services .
These revenues grew 0.70 in 1993 anJ 2.()f( In 191/2.
dri\en by volume growth. Billed minute, for swit,hed
,er\"il."e' rose :is'1 in 1993 and 6'1 in 191/::. pal.'eJ by
business ,er\ ices. Volume growth exceed, re\enue
growth as ,u,tllmers select more of the higher-\a!ue.
lower-priceJ ,en'ice, made po,,,bie hy ,'ur :=r~;Iter -:rli­
.:iency. Thi, ,hift in the mix l)f ,cn i~·.:', rh:ll _u,t"ll1er'
,elel.'[ lo\\er' ,l\erage per-ll1lnutc re'.cnClC' [11 :he i.lIter



"Oth~r" i, '''IllPI''~Jpmk"p"lh "I Ille·dle.. pr~d'''11111''1ll!l 1,,1' lI'~
\\ Ifh ;iutnm..ltcu ft:llt:r mal:hll1l.:;-. .Inu pPll1l-\)f- ....lk i,.'~lllrl1li,.'IH..1I1d

hu.,IO~:'I' t"l 'n,,~.

Products and Systems
Dol!;,r., III million" 1993 1942 Iljlj 1

Rc\cnue"
Tde,:oll1l11uni.:alion.,

network prouuch dnd
,~ .,[ems S H.J~5 S 7.64 I ) 7 ...90

C\HnpUICr prodU':h and
,~ ~h~l1ls 3.597 .~ ....,.33 .'.on7

C\Hlllllllni.:aliol1s prou-
lI.:h .llld 'Y"ICI1l~ 3.,BH .; .()4X 2.S~2

\Ii..:roek.:trolli.:~ prod-
U':I". ,pecial-d':'lgn
prouu':h tor l' .s.
:.:mcrnl11ent. ~ll1d

ill her" 2.41K ~.251 I ....J.~:
-_. -~---- -------

Prndu':h ~ll1d "Y,lel11s 17.79K 10"''';'' I:,lql
~---- --------------------_ .. " --- - --
T\ 1['11 (n.,1S III.KII9 LJ.X"h LJ. I .~ ..

----~- ."---

Gross margin S 6.9H9 S h.6:~ ) tU:117

Gross margin percentage 39.30, "().2'; ":. -r;

Re\'enues from ~ales of telecommunii.·ations network
products ,mu systems grew 8.50 in 1993 and 2, i e; In
1992. The 1993 increa~e came chiefly from higher "ales
of wireless products. switching equipment anu Ilpew­
tions systems. In \992 the growth came m,lInl~ from
higher sales of cable systems anu SWitching eLlllipmenr.
Sales outside the l:. S. rose both ye,lrs wh ile L'. S. ";.lie,,
grew in 199.~. Orders were he:l\'i1y weighted to\vard
the 199\ ~tarl llf a sel·en-ye'lr. S600 million contract
to ~upply GTE Cllrporation with wireless equipment.
'0 L'.S. sales were lower in 1992.

Vlany countries are modernizing their communic3­
tions networks. This will lead to many ."des npp0rluni­
ties in the years ahe"u. We ~xpect to partner with these
.:ountri~s because we provide :l full range of integrated
products and services ;.Ind.,ometimes. assi~tance In
financing their equipment purchases.

In February 1993 we ~i~ned an agreement IV Ith the
State Planning Cllmmis,ionllf the People'~ R.:puhlic ,J[

China. L'nder that proplbcU partn.:r"hip. we c\pel.:[ til
cnga~e 111 11l1.'al r~search. Ue\Cll1pment :lI1U ll1anllL!dur­
Ing nf .:entral \ltli.:c ,\\ itching cLjlllpmellt. .:.:llul,lr -':\\111­

1ll11l1ll:ation" ,\~tellh ,Inu tekl.'\'IllIll'.IIlI';_ltioll' il~I\I,'r",

f,l(' u,.: I n that ';lllll1ln,

Products and Systems .
Despite" weak global economy anu intense price com­
petition,our~alesgrewX.()C; In 19Y3anu3.Y" in
IY92. Sales oUl'>ide the L'. S. grell! at a faster rate th,1Il
L.S. sales and contributed more than h,t1fthe increase
in hoth ye"rs. Based on our Lurrent expectation, for the
glob,1I economy. we expect greater ~aks growth in IY9~.

~, hecause.: Ill' lower price" from telephone companies to
~ real:h customers over local networb. The IlJll -' Jecrease

in lIther co,," was Ilwinly uue.: to lower lIncolh:ctihles.
We also hau lower ueprel:iation ..:.\pen~c r.ecause we
n:uuceJ plant auuitions The' l)l)2 increase 111 other
';\1~ts was as~oclateJ wilh highe.:r service \olume,. We
~llso hau higher ullcollcl:tihlc~ hel.'ause \11' frauu anu the
we"k el.'onom y.

1991

18.395
6.881

~5.:76

513.5~9

538,805

18 .13~

7.135

2.5.:67

~ I~.313

-'H.Uo,

17.7U9
7.0U9

2·U18-----------
SI5.1~5Gross l11aqpn

This past year we announced AT&T TrlI(;'H)i('(;'~ ser- .
I il:C, J new. patented tel:hnology to Improve the sound
Llualit~ lllll.'alls pl:.tced within the l.'ontinentallJ.S. and
eUlaua. We e,\pel:t to .:ornplete the l1,uional rollout by
April 1994 so that .-\T&T Tr/lt'Hlict' "en ice will operate
.lutomatil:ally on el'ery c,lil placeu l)ll llur network. We
believe It gives us a competitive ad,antage that will help
u" attract and keep customers.

\Iarkets for telecommunications sen ices are
e.\tremely competitive ..-\T&T is the market leader. but
we .,aw another small uedine in our market share this
past year. Our own data and the data of the Federal
Clmmunications Commission i FCC i show that our
market share is about 60c.;. of the minutes billed for
inter-LATA switched sen ices. We \\ ithstood an impor­
tant challenge to our market position \\hen the FCC
,dloweu customers of inbound "800" ,en' ices to switch
carriers \\ ithout penalties for a 90-day period in 1993.
\\;e retained 950 of our 531 largest customers and won
-:ontracts away from our competitors. \Iany of these
customers signed long-term contraCb. so we emerged
from this " Fresh Look" period with ~Igned contracts
having a greater dollar value than tho~e we had before.

The FCC and state utility commiSsions regulate our
services. and many more rules are imposed on us than
on our competitors. Because of fierce competition and
rapid changes in technology and customer needs. the
FCC auopted ., price caps" in 1989, increasing our flexi­
bility to respond to those market conditions. Since then,
the FCC has removed all limits on our prices for many
business senices. However. the FCC Jecided in June
1993 to continue price C<lPS for resider1tJal services
In~teau ofreuucing regubtion of .-\T&T

T\1tal co~ts \If telecommunication" 'cfvices Jeclineu
thi., past year: cOsts in 1992 were about level \\ith those
In 199\ Despite higher -:Jlling \'Illume" -lCI.:C", and
'lther Inter';llnnel.:tl\)(l ';\1sl'> Jropped J\ ,th year., largel~

C\)~IS

-\':I.·CSS and olhcr inter­
(llnnc.:tion ':llSl"

Oth.:r ~'\lSIS
----

TlHal ':0'['

hal t' Ilt' 199.~ IW ral~~'u ~Ilm~ Ill" Ilur rril:':~ anu fees­
ar.out ,,~()() millilln Iln.1Il anllu,d r.~l'l', The~e.: il1l:rease~

11':1''': prim,lrily for ~e('\il:c~ whe.:re -:lh{tlmer demanu i~

lIul lery ~cn~ltive to pril:e. lnl,tte Del:cmher we fiku for
11l9.. pril:C ini.-reases uf 'S750 millil'll (In an aJ1111wl ha,,~

.1IlU ahl' annoum:ed ,I new di~l:ount rlan for high-ml­
llllle c~t1lers. We expel:tthe dlel:h I'll n.:venue~ uf thl~

di~,:uullt plan and thllse 1l)9" price 111~'re,lses to ufbct
e,lch lIther. [n January 199~ we ah,) proposeu to rai~e

prt.:e~ fllr ~ome bu~ines~ ~cr\'lces r.1 5165 million 011 an
anllual basis,

We e\pect IInprming CCl1lHlmil.' -:,1I1uitions and higher
prtces to cau~c our telccl1lllmunicatll' ns ~cr\'lces to grow
fa~ter in 1994 than in 1993.

Telecommunications Services
Dolla~ 111 111111ions 1993
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......... oIlJIIr ......""ad8Ill'til main business is meeting the IXIll1lnunications nnd
COnlpUllnj needs of our cus\Omer~ b~ using networks to
move and manage info[T\'lation. "We dtvlde the revenues and
COStS of this busine~'i illlu tillec categorics on our incom.
statetnent: telecommuniCdricm.r !'-rvi(.'~', products alld
svslems. and rentals and other services AT&T Capital
Corporallon (AT&T Capital) and AT&T Univcrul Card
Services Corp. (Univcfllill Cal'd) al'e I'al'tncr.l wLlh lJut

conummications and comp\lting business units as weD as
iJ\novators in the tina.nci.l! selvi.;cs industlY We include
their revenues and C05~ in II :;eparatc category on our
income stalt~ment)inam;il4')"r.'icl!s alia leasing.

CompetitIOn in COt!Ununications lLnU \;umputing is
global and increasingly involves tnllitinatlmuil faulS and
partners from di1'f'erent nations. Th incn:lise 0\1( glnbal
presence, we are hiring, buih.ling facilities anu investing
outside the U.S. We believe thl:lI¢ Cl)lllMitlnents t\f

resources are necessary to be :>ul;~c6sflll it\ theae tl'lllrlu:19.
However, the economies of Eurof'C Iiud Japan were very
weak in 1992 and 1993, anu we n:stru"tured some
operations In those areas. For these n:liliUUS we reported
operating losses, In tOUll, for the: plllll t.luoe years in our
units outside the U. S. Nevertheless, we continut:: tv belittve
thlil lhc~ operations and markets provide eJI.CeUcnt oppor­
mnitles tur rU~Ule Growth itt revtnues IJ\d elAn\in~s.

All our business unit:! race stiff competition. .rric~ linu
technology are under continual pressW'l:. Such market
condiliol1S make tbe onaoillg need ror eost con\tols even
more urgent. Managers D1U8t ct)ntinuously ;t$$CSS th~\r

resource DeedS and consider further sleps to I'educe C05tS,

Whlc!l could include consolidating facitiliclI, tlisposlng of
I.saetll. feducma workforce or wilhdrawinll from mlil·k.els,

Jn 1993 one of our bUlJincSR units, AT&:T Clobal
Infonnation Solutions Company, offered all early retin:·
mont pru~nul1 and a voluntllry SCJllirlilion progrnm to its
U.S.-based employees. About 2,200 employees accepled
the early retirement offer, ilnd the total workforce at
the unit has declined by more than 10% since ycar..end
1993. We "Iso proVided re:>crves in 1993 to restructure
and centrahze support services for te!ecommUTI1Cliliulll1
services and tor other reSltuCluring activities. In totaI1
we proVIded $498 million betbrc taxes in 1993 fur n:slr~­
lurina activities,

At year-end 1994 reserves ror 11lllestrucruring ac:tivitic:s
amounted to about $900 million, most of which relates to
Mtlease payments to be made over the life of tile related
leases. We believe the balance of reserves i. adequate for
the completion of planned acti ...hies to improve effieiency

as part of our ~ommitmentto meet ,ntens~ c:nm[lctition.
like odler manufacturers, we use, dispose ofand dun

up substances that are regulillCl.1 under envirorunent41
protection laws, We also have been oamed a potentlally
respQl'It'ible patty (PRP) a.t a number ofSuperfund sites. At
most ofmc$c sites, Ol,lT !ihtUC is very limiled and there are
otber PRPs who ClUt be eJC~d to cuul.dbute to the
cleanup cost.~. We review potential cleanup CoON and COlts

of compliance with environmentallll1Wli aud replations
regularly. Usina engineering eSlun~tos of tutll1 \lleal1up
CORt3, we estimate our l'Otontitll tiability for all cumntly
and previously owned properlic. when:: some elcmup may
be required, Including each Su:perfw1d site whtte we are
named I PRP. We provide rellCIVl:llS C\)r theso potential costs
and regularly review the lidequlC)' ofour reserves. In addi­
tion, v.t\:; f'orecut our expen~lI liud capitll expenditures fOT
existing and planned complillllce pr()!raftls as part ofour
regular corporate planning pr<X;Cllill. De,pite tbeee proce­
dures, it is very difficult to estimate the future impact of
actions regudiq envirul1mental matten, inc1udina poten­
tial1iabiHties. However, we b<elievc: tnat c:lolt\11p costa Atld
cosu reilled to enviIunmcllw procccdil\lS and ongoin, .
complianco with presont blwlj wi11l1ot have a material
effect on our jUrure expenilitw'es, annual eOl'llolidaall:U
fmancialstatemenls or competitive position b"yond that
provided for at ye8Mnd,

Mmy ofow' employeea ate rcpres.nl.eU by ul1iOl18. In
199~ we willl10g0dll«C flCW labor agrcomonts because the
1~2 cunU1\cts arc due to e"pirc on M\\y 2'7.

......Z ·z'I......,I'll
'Phese revenues, which include: wheless services rev­
enues, grew 4.3% in 1994 md 1.6%.1111993. Volume
srowth. cautted by market share SIWlI among residential
customcrs, $\.!0oa demand from bu!iness customers, new
cellular CUStOtrll,."I"Ii lIud the improved economy, fueled the
rlll:lWl' acowth in 1994.

Wireless ser:vices revenues, including ceUu!ar, messaaing
and alMa-ground SCTvicllS revenues, grew to $2,280 mil­
lion in 1994 from Sl,760 million in 1993 and 51,387 mil­
lion in 1m, primarily because of the added traffic comin&
from new CUlllOU1ClS. Cellular customers served by
companies in which AT&.T has or shares a controllmg
intereet incrcuco to 4.0 million at year-end 191)4. from
3.0 million at the end of 1993 anu 2.2 million at th6 end
of199~.

Billedminutes fOI swilched lonl distance serviceR rose
more than 7.5% in 1994 compared with 5.5% in 1993.
Volume arowtb exceeds rcwnue arowth because many
customers are selecting higher-value, lower-priced

I
\

to complete !be l1'lCIVet. Mct;lWl O\Nlllen;

e:~chan&ed theil' McCaw !lock for 191,S mil­
lionshants l>fnewly ISsued AT&T stock. AI
t~marut dosi"8 priec fo~ ~T&." sto<:k on
SeplImb« 1'1, the: ol'/'lcial day (ll'the merger.

22

lblIt cxchan&e Will 'W\)l'lh illJOlil Stl.S blilioD.
We: aCl;O\.It\ted for tm: merger u a pooling

ofinttm~. That meaDS we comtlinc<llhc
rlJWll:lal staLelnents for the IWO companlC:'.
We Jid. h~ver, take oUl the bu!ineJs

between the companiea JIII\" "-'- nomOvt
dcaJinp berween other ATitT \IJtlts. Now
aU our firlancw infonnalion shows ~lTI\.

bincd amQunts as if we ha4 alWays been
one compat'y.

•
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[Iovon Year Summary Il'
Sehu.hnl fm.Uluill Dato

(W\ludi~d)

A1'&T Carp. and SubiidWics

---- --- ..__.._-- -'---'
198'.,..

A.....eu of OpeNtIOM
To.-Jrewoucs $15,* 169.351 566,647 $64,455 S63,228 $61,604 $62,067 S6O.726 S61,975 $63, '''9 160,326
~hand

dowlopmcut expenses 3,110 3,111 2.924 3,114 2,935 3.09R 2,938 2,810 2.599 2,5.l:I 2,477

Operating income (loIS) &,030 6,568 6,628 1,570 5,622 4.931 (2.31\1 ) 4,\64 97B ~.562 2,825
IncODIe (101l8) bet'ore txmardinlUi'

i",m &I'Id cwm&lati~ eiT«lS
of ....'COW1tiDe dlanges 4,710 3.702 3,442 171 3,4n 2,1120 (l,527) 2,374 609 l,856 1,712

Net inGome (loss) 4,7\0 (5,906) ~,442 I7l 3.666 2,820 (I,J27) 2,374 434 1.856 1.712
Eamiqs (lOM) pee comlllon than:

btrfore extraOfciinuy item.
IDCl ownulallw ttT~tl

of accoununlch~ 3.01 2.39 2.27 0.12 2.38 1.95 (1.06) 1.61 0.36 1.21 l,j4

Eamil'p (ICIIIa) pt.r
conut'~ share J.Ol (3.82) 2.27 0.12 Bl L95 (1.06) 1.61 0,24 ill 1.14

DiWknda declared pet'

ClOmJI1On shan: I,J;;I 1.32 1.32 U~ lJ2 1.20 1.20 120 1.20 1.20 1.20-_..._---
ANete lind £:apia'
JIropeny, plant and

eqWpmnl-l1e1 111.03$ $21,015 $20,798 $19,887 $19,536 SI7,653 $16,886 122,159 $22,241 123,182 $22,180
Tocaluseta 19,161 69,39~ 66,I~ 62,071 '1,()~~ 4~,2.28 41,94S 4S,583 ~,JOS 44.824 ~3,461

Looa·lenn cl-br includm,
~h.I\",," 11,lY 11,102 l4.l~ 13,6&2 14,579 10.116 10.172 9.060 8.2).4 8,104 8,963

CQrnmonm.,.~'
~ 17.n1 ]J,J74 20.313 1',913 17,928 1~.11' 13,694 16,913 IS,~9 16.9-'5 15.852

Not ctpic.l apeDditarel 4,1!J 4,~Y6 4,Jl8 4,376 4,369 4,lcS2 4~28 3,936 ~,9" 4.303 3.685------ -~---_ ..- ---- .....-
Oth.r Information
OpftItinl income (loti)

u a pereem.le of
reYeftues 10.7~ 9.5% 10.0% 2.4% 5.9% 8.0% (H}% 6,~t\ 1.6% 5.6% 4.7%

Net iDCotlle (10M) lUI II
petCeftlip of~enlles 6.J~ (8.')% 3.1% 0.3% '.8% 4.6% (B)% 3,9% O.7~4 2.9% 2.8%

'Raum on awraa.
conuuol1 equity 19.51". (47.1)% 11.li% 0.9% 21.2% 19.1.... (8.9)'1. 14.3% 2.0% 106% 104%

o..M~u-ea4·.

Stock price per share S!O.25 $52.50 SS 1.00 $J911j $30.12' $4','0 $211." S21.OO $2500 125.00 S19.50
Book ....til. p.t common

thale 11 ....1 S 1I.65 SIDI $12,05 512,33 $10.92 S 9.57 S\ 1.87 $11.04 S11.73 $11.19
Debt ratio 5&3% 64.4910 nl% 54.8% ~B% .'.01.4 45.~j', 38.4% 39.6% 399% ~2,O%

Debt l'ILtio elLeludirlg
flDlllC1&l services J,U% 49,1% 40.8% 46.0% 41.6% 39.3·A, 42.2% 35.2% n.6'" J8.4% 41.7%

EmpIO)'* J04,- 317,700 319.00<1 322,300 333.400 343.000 367.400 'G6,1oo 37C).t)\)0 400.400 4'2'7,800<r.,_____ -..__._.-
0.'''''' ,"lie«. $9.6 1I1U- _ ..... for .......- ....b.1\Ff

1"1 dalt ...nc.... «.5 billi""oi""--l'MIrIIatlll'ift.......b......
1.........kl. sa.1 WllioIl.,.............., dililillli"" ft, .... 10"~ MllllllHt
19116 _ ~ne" $3.1 bim",. vf........ foX Mi.... "'__"'I, an ter.oJ\a,""'I ......nl. -t ...... "-,

ZJ

•



I
services made possible by o\lr increa.8i.ng efficiency. Ienaineenng lilld operator :3ervicel. With lower COfts and

- ......r Altbou¥h we railed prices on basic services over the put~ higher revenues. the 8ros.~ margin percentage rose to 4\ .8%
two ye8m, tM shift in the mix ofservu:cs that customers --y in 1994 from 39.0010 irt 1993 and 37.2% in 1992.
selected~ced avetage per-minute menu" in 1994 III ..........ana 1993: . 'd- ---Me

---~-,---------------

.............
\IdIIIlIN ............,..-
...1II '"lNf-.t _

......... 1MII.S.

,..•. '''­
"""' ......!OPI'dInoaw....,.
UP Allp 111.._
"'-IJ..........
f~___..................-..
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... , .
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RCWD~&from sales oftelecommunieationa Det'M>rX
produotllU1d SYlltem5 grew 17.3% in 1994 and 8.5% in
i993.The 1994 iaeteUe reflected biaher sales aeross tln'5
procNct line, particularly in switching and U'lnamission
~s and w\\'eless products. About S243 miUion of
switebina revenues in 1994 came ftorn consolidating
A.G. Communication Syatcn1I Corporation~useAT"T
raised its ownership to 80%. The 1993 inclUiC came chiefly
from biaber sales ofwiteteu pt'OduCl$. switehina equipment
end operations systems. For the lIst two years, sales grew
both inside and outside~ U.S.

IxpanSJOIl abroad and inlO new cwtomer sesmenu,
irn"roved global economic conditions and major contract
wins raised sales by 18.1%U1 1994 aod 8.1% in 1993
despite $tiffprice competition. Sa.outaide tile U.S.~ at
a futtr me than U.S. sales and were responsible for more
than half the growth both years. We expect sales under major
contracts and the continuing economic reeowry outside ~e
U.S. in 1995 to pave the way for further growth in revenues.

AT&.T TNt USA· SaviDgli and ATitT True Rewards'"
offer savings aDd other benefits to residential cu...tomers
based on their c&lq \IOlumea. We allO roUed out AT&T
Tru,Yoic,lt service, I patented technology to improve the
SOUDcl quality on caUs placed within the continental U.S.
Ino Canada. Other offen and calling plans now share this
theme ofoffering customers trlle value. These efforts
helped us reWn and win back residential customcrs in
1994. allowin& us to recapture some maTket share for the
first rime since the breakup of the BeU System in 1984.

We CXf'eCt c:otUil'1uiDi Sttong yolumc IIrowth in 1995,
lellding to further growth in telecommlUlicatioDli services
reYenues. Several ofour initiatives will enhance future
netWOrk capabilities for c:onununie:atiol1lS and COmputlni.
ror _ample, since late 1994, Network Notcs- has enabled
CUllOmers to acceu applications and information ho.~red

on tM AT&T network that are compatiblc Willl the popular
Now IfOUPware software from Lotu.'1 Development Corp.
Bqia1\iq in 199S, N«ware Connecr- servic;es. ba.'Ied on
popll1l1' networking software from Novell, Inc., will enable
users to linle c:omputers or usc cl)mputer-~d service!!
tbtouIb the AT&1 network. Throuah our relationship with
Xerolt Cotp., \.I$eI'S will be able to store ano tI'Ulsmit b.i8h­
quaUty production documents tbroulh our network. Our
WorldWQl'lt- service, developed in cooperation with
SIYWa1 major equlplncnt vendors, will pcnnit intiStllctive,
multipoint "ideo and data calls. Cuatorners using our
PenonaLink" service may proaram "imellipnt agents"
to sort through, retrievc aDd monitor desired information
on networks.

Total COlt oftelecomrnWlicadoDl services declined both
years delpite higher 'IOlumes. in pan because ofreduced
prtc:. for connecting Cu.octomers duoulh local Mt\Wm. In
addition, we improved our efficiency in network operations,

"II
c a .
la M \C)ak"*"1wid\ arowinc uppix.
Qil\itiu, WI 1M men direct l:OIIIpCl4itlon for
AT.1 cominc ftuD klcaI Wepboae.1ont
diaWce,~~.. wircl.-1Ild cxher
compIDi. UIItofI!r _wodt services. ATet.T.
asl suppbcr oflWlworteini 1)'1IemI, IIWVlccI
aod pnlCb:tI, will be I tuppIierU wcU II I
<:uaiOmer lAd COllJPI$Orof\bese firms. Th«e
may ~10 be odIcr..... tram dle OCllMIWU­
cations IIld illfononaaoo lWniDII iaIMIlries,
JUob u providers ofiDformation JY*ms. who
willo.baic or _l'3ted servkes.

CUItOlMft and COUl[l8ritOC'll •. praellt and
future - lie mIkiDt acquilitioas, mers\nI. and
fOl'l1lU18joiDt YlDtIP'et and alliances to expand
their posraphic ~h, enter Ile\V luarkeu

and gala scale. Some oftbe larpit cabJe TV
CQIIIP&Itica, such u Telc-<Atnmunications Inl;.
(TCl) IDd TimeWamer 1nc.• m c\Qltcring
cabtc SY*mS. c.blos t.vc Mm c.paCily than
cunmt phone lines, S\litina them tOr multi­
media use. &11 Atlantic Corporatlott. Nynex
CorponUM, U S Wa4, Inc. IIIwi Airtouch
Commlll\icetMtll Corp. formed In alliance
afclwircelluJaroperatioru to pill a nationa.t
pretenCe and bid apiNrt AT&T and othCB fOr
radio licenses to provide pmuna! cotM1U­

nicatiOl1$ seNices. These licentes are being
~uctioaec:t by /he Federal CommunicatiOn:!
ComrnisliOillO get as many u 1C'Ie11 wUclaa
competlto.!$ III each territory. Sprinl Corpora.
tion (Sprin'), wbich a1tC~y competes in local
phone serVIce, long QI".,ncc and cellulllr

1lWUt1. ill ronni", • jQint _tun widl ('• .,1"
COlft[lll11OS TeI.C~ Cot". and Cox
EAulrpri..., (aj:. to Clf.~nd ill prcIC1ICe in
both local aDd wireless markets.

SewraI biDs ... introduced jp Conpss
last year which would h8W accelelllCd com·
pelition for locat lKlCeIIlnd phone .rvi..:es
lIIld pcrmittec1lt¥: Re.ioual Bell Opeming
COmpeniClS (RBOCI) lO offer loe, ditaance
slmQel un4er CClUin COIMSitionl. "lthough
none ofthue bill. was llDllCted. several Icey
metnben ofConJNlos have ianduced 01'
announced plans to jntrod~ new bills aurinC
1995 that~Id permit competition in l!>Ca1
!lIrvices and lei conditions under which the
RBOCs would be permitted to offer IoaS dis­
tance services il\d manuf1lc:nn'e equipment.

•



-f-

I
iTILICOMMUNICATIONS i 'Wi
I

I

ALL timE LOIIG·DlSTANCE DISCOUNTS'
ARE SWln, BUT •••
Hikes in basic rates are offsetting special deals and sending phone company revenues ever higher

.r.:::;,

INTIRSTATI .ATlS. ALTHOUOH IMARPt.T LOWI. IINCI11I1 AT.T ••UJ(UPIN , •••, MAVI ..... allllllO 0"•• THI PAIT 'OUR TlAal

I f yO'U own a tele9hone. you probably
get a lot ot pitches beseeching you to
swiech from one deeply discounted

long-distance service to another. With
the intense competition among ~ICI's

Friends & Famiiy.....T&T·S True USA Sav­
ings. and Sprint's The ~[o:St. long·dis­
tance telephone customers must be get­
ting some great deals. right'?

Not necessarily. Da~ compiled by the
Bureau oi Labor Statistics show that
basic interstate long·distance rates.
though down precipitously since the
breakup of the Bell System in 1984. have
been rising for the past four years-by
nearlr 10% irom January. 1990. to Jul}·.
1994. The hikes offset the discount plans
and. along with rising calling volume,
helped the long-distance industry post a
healthy 8%-plus revenue gain in the sec­
ond quarter. That compares \\ith a yeal"­
over-year gain of slightly less than 5% in
1993's second quarter. As :1 recent study
by market researcher Yankee Group Inc.
notes. carriers "seem to be funding the
marketing wars lately by slowly increas·
ing basic ... rates."

The proof is in the :ederal Communi-

cations Commission filings. [n the past BLS findings. arguing that extensive use
year. AT&T. which carries about. 60% of of discounts that range from 10% t.o 35%
the nation's long:distance traffic. has makes the basic rate irrelevant-like :1

raised the per·minute charge ior basic car's sticker price. ";-.Iobody, absolutely
calls three times-by 4% in August. nobody. pays sticker price." asserts MCI "
1993. 6.3% on Jan. 1, and ..% on June 1. President Gerald H. Taylor.
And the increases keep coming: On Aug. That's not exact1y accurate. While
29.....T&T filed a request with the F'ce none oi the long·distance carriers re­
t.o raise domestic calling·card rates by an veals how many subscribers are on dis·
a.verage 2.1% and international services count plans. Yankee Group estimates
by 1%. A month earlier. it had request· that some 11 million are enrolled in }fCI's
ed rate hikes 011 800 lines ,------~----... Friends &: Family. 6.5 mil· I·

and international calling· RIIGIIG UP lion in AT&T's True t:SA
card calls. Savings program. and 3
LOCKftIP. So what, vou HIIHEI IATES million in Sprint's The
say-I'll just switch" to 120 PIODUCIIPlICIINDIl Most. Since there are
~lCJ or Sprint. It won't fOlllfTllSfAn _ more than 140 million
save you much. ~fCI Com- 116 LONG-OlsrlMCI SlIVlCE phone lines in the U. S.. it
munications Corp. and st.ands to reason that mil·
Sprint Corp. have raised 112~-----~. lions oi callers, at the
their basic rates virtually least.. are paying sticker
in lockstep with AT&T. IOI~_--::II_" price.
With some 85% of the The carriers also bran-
long·distance market 1~ ". dish a set of statistics
among them. thl:! big showing that. overall.
three are unlikely to set 100 .......~'"'"':'::-"':-'-~~':""":-"::-L-'. raees continue to decline.
air a genuine price W:lr. I11111 IY 111111 IV III NI PilI/lillY III The true ml:!asure of the

'90 '91 '~2 '93 '9~The three dispute the .... IMOO; 1972-100 market. they say. is the
lUI, 1II10ll OF LAIOI nlnsocs
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Call or send in the coupon
today for a free prospectus
containing more complete
information, including ex­
penses and special risks
associated with foreign
investing such as currency
fluctuations and political
uncertainty. Please read the
prospectus carefully before
you invest or send money.
BlCAUSEIT'S NOT HOW MUCH
YOU INVEST. IT'S H!OW.AIT.

--

If you feel like your money
is going nowhere, invest in
Janus Worldwide Fund.

With Janus Worldwide
Fund, you might buy into a
technology stock in Singa­
pore. Or a medical firm in
Germany, Or a multinational
company based in Sydney.
Or a world of other exciting
investment opportunities
that helped this no-load fund
achieve an avel:"age annual
total return of 18.54% for the
life of the fund.*

If you're interested in an
investment that has the poten­
tial to really take you some­
where, here's a chance to put
your money to work on a
global scale.

°Asures are based on total return. Including ~Investmenl of dividends and capital gains.
Put perfonnance does not iUarantee futu~ results. Your return and share price will
vary and may be worth more or Jess at redemption than at purchase.

F\IIldI 4i.IIilIo;occI!Il' J...... O"'n.......... I... lo1_lIcf NASO.

-JANUS WORLDWIDE FUND
p.o. Box 173375, Denver. CO 80217-3375

1-800-525-8983 Ext. 630

-------­YES. [would like to \mow more about
Janus Worldwide Fund!

IName
Address _

City/State/Zlp _

I JUUI Funda are no·load mutuaJ funcb.... _---INFOR.....AT:QN PROCESSING

·average price per minute paid for long·
distance service. That price, which fac­
tors in all discount. plans. has declined
every year for the past decade-by 411%
in actual dollars and 63.3% when adjust·
ed ior inflation, according to AT&'T.

But the average price per minute is
more than just the money shelled out by
consumers. It also includes the deeply
discount.ed rates paid by corporations.
which negotiate their own deals with
the carriers. Still, even with steep corpo­
rate price cuts added in. the decline in
the average rate is slowing. The mea­
sure fell 2.6% during the second quarter
vs. a 4% dr9P a year earlier.

Even AT&T doesn't deny that tariff
hikes are offsetting the cost of promo­
tions. In its 1993 annual report. AT&T
told of a 5750 million rate increase filed

, last December and a new bargain offer­
ing for high-volume callers. "We expect
the effects on revenues of this discount
plan and those 1994 price increases to
offset each other,~ it said. Certainly the
second-tier 10ng-distanC9 companies are
aware of this balancing act. "'The prom<>o
tions may make it look like there is
price competition in residential, but the
iact is that the base rates have created
profit margins that are much better than
you get from businesses: says H. Brian
Thompson, chairman of long-distance
company LeI International Inc.
HOM.ANN MILL. One of the reasons
profits are better is that co.sts are lower.
The access fees that interstate carriers
pay to use local lines. which account for
about 40% of their costs, have been fall-

i
' ing steadily for years. At one time.

~ those savings were automatically passed
, on to consumers. But since 1989, when
1"1

1

the FCC allowed AT&T more flexibility in
setting rates. one no longer necessarily
follows the other. The change helped in­
crease operating earnings for the sec-
ond quarter by 12.4% for AT&T, 20.8%
for Mel. and 33.3% for Sprint.

All of this is grist for both sides of
the propaganda mill in Washiniton. As
Congress debates an overhaul of tel~

communications regulations, the local
phone companies argue that they should
be given entry to the long-distance mar­
ket, contending there is no true compe­
tition there now. But the long-distance
carriers say they are operating in one of
the most competitive markets in the
world. They do have one unshakable
fact on their side: Interstate rates have
dropped a lot further in the past 10
years than local tariffs.

So both sides continue to hit mem­
bers of Congress over the heads with
their rate charts. Meanwhile, what's a
consumer to do? Well. when they call
to enroll you in a discount plan, don't
hang up.

By Catherine Arnst in New York


